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TAGS: EGEN, AS 

SUB J : AUSTRALIAN ECONOMIC DEVELOPMENTS 

REF: (A) CANBERRA 6736; (B) CANBERRA 6048 

1. BEGIN SUMMARY: SPECIFIC ECONOMIC DEVELOPMENTS 
OVERSHADOWED IN RECENT WEEKS BY SPECULATION ON PROBABLE 
ECONOMIC IMPLICATIONS OF CURRENT POLITICAL DEADLOCK, 
OPPOSITION REFUSAL TO ENACE BUDGET AND RESULTING WINDING 
DOWN, STRETCHOUT AND POSSIBLE CESSATION OF FEDERAL 
GOVERNMENT EXPENDITURE AS CURRENT INTERIM FINANCING RUNS 
OUT. GENERAL AGREEMENT THAT STALEMATE IS BEGINNING TO CAST 
SHADOW ON ECONOMIC ACTIVITY AND BUSINESS PLANNING AND 
THAT ADVERSE EFFECT ON GENERAL LEVEL ECONOMIC ACTIVITY 
WLL BECOME PROGRESSIVELY MORE SEVERE IF AND AS 
IMPASSE CONTINUES UNRESOLVED. MEANWHILE, EAGERLY 
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AWAITED CIP DATA FOR SEPTEMBER QUARTER RELEASED THIS 
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MORNING SHOW WEIGHTED AVERAGE INCREASE OF 2.9 PCT. WITH 
HEALTH SERVICES COSTS EXCLUDED AND 0.8 PCT. IF HEALTH 
COSTS INCLUDED. DRAMATIC DIFFERENCE REFLECTS INTORDUCTION 
JULY 1 OF GOA MEDIBANK SCHEME FOR MEDICAL AND MANY HOSPITAL 
SERVICES. WHILE FORMER FIGURE, WHICH REPRESENTS DROP FROM 
COMPARABLE FIGURE OF 3.7 PCT. IN JUNE QUARTER, IS MORE VALID 
INDICATION OF STATE OF AUSTRALIAN INFLATION, LOWER 0.8 
PCT. FIGURE IS PROVIDING BASIS FOR OFFICIAL STATEMENTS THAT 
AUSTRALIAN INFLATION RATE AMONG LOWEST IN OECD. END SUMMARY. 

2. GOVERNMENT FUNDING PROBLEM ARISES BECAUSE GOA 
COUTOMARILY OPERATIES DURING IFRST SEVERAL MONTHS OF FISCAL 
YEAR ON "SUPPLY" AUTHORIZATION (COMPARABLE TO U.S. CONTINUING 
RESOLUTION) PROVIDING SPENDING AUTHORITY ROUGHLY 
EQUIVALENT TO 5/12 OF PREVIOUS YEAR'S APPROPRIATION. THIS 
INTERIM AUTHROITY CUSTOMARILY SUPERSECED BY FULL YEAR 
APPROPRIATION BILLS IN LATE SEPTEMBER OR OCTOBER BEFORE 
DEPARTMENTAL EXPENDITURES EXHAUST 5/12 AUTHORITY. CURRENT 
OPPOSITION DECISION TO BLOCK APPROPRIATIONS IN ATTEMPT TO 
FORCE ALP GOVERNMENT TO ELECTIONS POSES PROSPECT THAT 
VARIOUS DEPARTMENTS MAY EXHAUST LEGALLY AVAILABLE FUNDS 
DURING NOVEMBER-EARLY DECEMBER PERIOD. THIS PROBLEM 
ESTIMATED TO APPLY DIRECTLY TO ROUGHLY ONE-HALF OF FEDERAL 
GOVERNMENT FUNDS FOR EXPENDITURE, THE BALANCE BEING PROVIDED 
UNDER CONTINUING AUTHORITIES. BUT CONTINUATION EVEN OF SOME 
OF LATTER IN POSSIBLE QUESTION BECAUSE MACHINERY FOR 
DISBURSEMENT OF CONTINUING FUNDS DEPENDENT ON ADMINISTRATIVE 
FUNDS NOW RUNNING DOWN. NUMEROUS CREDIT MECHANISM 
DEVICES NOW BEING DISCUSSED, AGAINST POSSIBILITY OF 
CONTINUING STALEMATE, TO IMPROVISE CONTINUING PAYMENTS. 

BUT TOAL UNCERTAINTY RESPECTING DURATION OF IMPASSE AND 
FEASIBKLITY OF VARIOUS MITIGATING DEVICES MEANS SUBSTANTIAL 
PART OF LABOR FORCE DIRECTLY ON PUBLIC PAYROLL BEGINNING 
TO CONSERVE EXPENDITURE WHILE BORAD INDIRCET EFFECT LIKELY 
TO SPREAD THROUGH REDUCED PACE OF PUBLIC WORKS 
SPENDING, IMPACT ON SUPPLIERS, RETAIL SALES AND GENERAL 
BUSINESS PLANNING. DEPENDING ON FINAL POLITICAL RESOLUTION, 

THIS PROBLEM MIGHT HAVE DISTINCT SLOWING EFFECT ON PACE OF 
EVENTUAL RECOVERY IN ECONOMIC ACTIVITY. 
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3. TODAY S CPI DATA EAGERLY AWAITED BECAUSE OF OBVIOUS 
STATISTICAL PROBLEM FACED BY GOA STATISTICIAN IN ACCOMMO- 
DATING INTRODUCTION OF GOVERNMENT-FINANCED MEDICAL SERVICE 
PROGRAM JULY 1. MOST OBSERVERS HAD EXPECTED DROP FROM JUNE 
QUARTER 3.5 PCT. RATE OF INCREASE, LARGELY BECAUSE OF 
MEDIBANK DEVELOPMENT. BUT DROP TO 0.8 PCT (BASIS 

INCLUSION OF MEDICAL SERVICES) IS GREATER THAN EXPECTED 
AND LIKELY TO CREATE PROBLEMS WITH LABOR UNIONS IN 
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CONNECTION WITH QUARTERLY WAGE INDEXATION TO CPI, AN 
APPROACH GOVERNMENT IS ATTEMPTING TO SUSTAIN. WE EXPECT 
UNIONS, ALREADY NERVOUS ABOUT CPI INDEXATION CONCEPT, WILL 
RESIST ACDEPTANCE OF 0.8 PCT. ARITHMETIC. 

4. EVEN ON THE BASIS OF THE MORE MODEST DROP IN THE CPI 
EXPECTED FOR SEPTEMBER, MOST OVSERVERS LOOKED FORWARD TO 
NEW INCREASE IN DECEMBER QUARTER WHEN REVIVING MEAT PRICES 
AND THE FULL IMPACT OF SHARP INCREASES IN POSTAGE AND 
COMMUNICATION RATES WILL BE REFLECTED DIRECTLY AND 
INDIRECTLY. FOR THESE REASONS THE CALCULATED STATISTICAL 
DROP FROM 3.5 PCT. IN IUNE QUARTER TO 0.8 PCT. IN SEPTEMBER 
QUARTER WILL INEVITABLY BE CONSIDERED FOR MANY PURPOSES AS 
STATISTICALLY MISLEADING. THE PARALLEL DROP ON A "MEDICAL 
COSTS EXCLUDED BASIS" FROM 3.7 PCT. IN JUNE TO 2.9 PCT 

IN SEPTEMBER MORE NEARLY REFLECTS DE FACTO PRICE 
MOVEMENTS, INCLUDING MOST IMPORTANTLY A LARGE DROP FROM 
3.4 PCT. TO 1.6 PCT. IN THE FOOD INDEX, A COMPARABLE DROP 
IN THE CLOTHING INDEX AND SMALLER DROPS IN OTHER NON-MEDICAL 
CATEGORIES. 

5. CONSIDERING THE PROSPECTS FOR A DECEMBER CPI FIGURE 
SOMEWHAT CLOSER TO THE JUNE LEVEL, AND THE APPARENTLY 
CONTINUING SIDEWAYS MOVEMENT IN UNEMPLOYMENT LEVELS (REF A) 
THERE IS LITTLE EVIDENCE THAT SOLID RECOVERY OF ECONOMIC 
ACTIVITY HAS YET STARTED. MEANWHILE, THE IMPACT OF THE 
BUDGET IMPASSE IS LIKELY TO BE TECHNICALLY DEFLATIONARY, AND 
WILL IN PRACTICE TEND TO PROLONG THE CURRENT STAGNATION. 
PERCIVAL 
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